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W hat is peer
review?

W hat is
peer
review?
Recognizing the public's interest in reliable finan
cial statements and the importance the public
attaches to reports by CPAs on those statements,
the American Institute of Certified Public
Accountants established in 1977 a voluntary
organization—its Division for CPA Firms. Its aim
is to maintain and improve the quality of the
accounting and auditing services performed by
m em ber firms.
This pioneering program is built on the con
cept of peer review, which is important to users of
financial statements. A peer review of a member
firm, carried out by other CPAs under the aus
pices of AICPA, provides assurance that the firm
has an appropriate quality control system for its
accounting and auditing practice and that it is
complying with that system.
Peer reviewers evaluate a firm's quality con
trol system against standards and comprehensive
guidelines that have been established by the
AICPA. They also test a representative sample of
a firm's accounting and auditing engagements for
compliance with these professional standards.
These procedures enable the peer reviewers to
determine whether a firm's policies and proce
dures are adequate to achieve the objectives
inherent in the nine basic elements of quality
control for a CPA firm.
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What are the elements
of quality control?
Elements of quality control that should be consid
ered in designing a quality control system are:

1

2

Independence—to be free from financial,
business, family and other relationships
involving a client when required by the pro
fession's code of ethics.
Assignment of personnel—to have people
on the job with the technical training and
competence required in the circumstances.

3

Consultation—to have personnel seek
assistance, when necessary, from competent
authorities so that accounting or auditing
issues are properly resolved.

4

Supervision—to determine that work is
planned and carried out efficiently and in
conformity with professional standards.

5

Hiring—to have competent, properly
motivated people of integrity involved in
engagements.

6

Continuing professional education—to
provide staff with the training needed to ful
fill their responsibilities and to keep them
abreast of current developments.

7

Advancement—to select for advancement
people who are capable of handling the
responsibilities involved.

8

Client acceptance and continuance—to
anticipate problems and minimize the like
lihood of association with a client whose
management lacks integrity.

9

Inspection—to conduct a periodic internal
review to be sure all the other elements of
the quality control system are working.

How are the results of a
peer review communicated?
The reviewers issue a written report on their peer
review which, along with other information, is
available from AICPA. If the report indicates the
need for corrective action, the firm is expected to
indicate in writing what it will do to correct the
problem. If there are serious problems, the firm
will usually be required to undertake additional
education, to agree to a revisit, or to submit to
another peer review within a short time.
Most firms receive an unqualified opinion.
However, approximately 15 percent of the peer
reviews conducted to date resulted in reports
which took exception to some aspect of the firm's
quality control system or concluded that the
system was not adequate. This is an indication
that peer review is a serious, rigorous and inde
pendent test of a firm's quality controls.

The Division's philosophy in dealing with
firms that don't receive unqualified reports on
their peer reviews is remedial rather than punitive,
in keeping with the overall goal of improving the
quality of practice. However, a firm that fails to
take necessary corrective action risks loss of its
membership in the Division.

What does
peer review mean?
Every CPA firm should comply with applicable
quality control standards. A peer review adminis
tered by the AICPA Division for CPA Firms pro
vides reasonable assurance that the accounting
and auditing work done by the firm is quality
work—work that can be relied upon in making
business, personal or financial decisions. In a
broader sense, it means that a profession which
plays an important role in the country's business
and financial life is serious about self-regulation
and actively pursues the goal of quality work by
its members.

Conclusions
The members of the Division for CPA Firms of
the American Institute of Certified Public
Accountants employ almost half of the CPAs in
public practice in the country. They serve roughly
90 percent of the publicly-traded companies in
the United States. They are willing to put their
dedication to quality work to the challenge of a
peer review every three years. Those who use
financial statements and rely on a CPA's report
reap the benefits of that dedication.

